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Financial 


Total income 

Cash flow 

— per share* : 

Earnings for the year . 

«per share’. 
Working capital at year end . 
Capital expenditures during year . 


*Per share figures for 1971 have been restated to give effect 
to the subdivision of shares on three-for-one basis effected 
in November, 1972. 


Operating 


Average net daily production 
Crude oil and condensate (bbls.) 
Liquefied petroleum gases (bbls.) . 
Natural gas (mcf) . 
Sulphur (long tons) 

Reserves at year end 
Crude oil and condensate (bbls.) 
Liquefied petroleum gases (bbls.) . 
Natural gas (mcf) . 
Sulphur (long tons) . . 

Refinery throughput (bbls.) . 

Refined product sales (bbls.) . 

Land holdings at year end (net acres) 


Cover picture of Axel Heiberg Island in the 
Canadian Arctic 


1972 


$53,407,000 
26,493,000 
1.84 
9,336,000 
0.65 
22,994,000 
20,135,000 


33,529 
1,698 
57,794 
289 


131,791,000 
5,829,000 
538,451,000 
1,115,000 
2,295,000 
2,529,000 
5,288,000 


1971 


$47,790,000 
24,564,000 
17i 
9,781,000 
0.68 
16,386,000 
12,839,000 


32,410 
1,548 
47,128 
264 


141,283,000 
6,293,000 
510,065,000 
1,190,000 
2,173,000 
1,716,000 
5,519,000 


The year 1972 was significant in many ways. It was 
marked not only by a continuation of the satisfactory 
operating and financial results which the Company 
has enjoyed, but by the further extension of the in- 
terest of the Company in the Northwest Territories 
and the Arctic Islands and into the Province of 
Newfoundland. The year saw the acquisition of an 
interest in the Athabasca oil sands and the explora- 
tion of and acquisition of an interest in certain 
mineral prospects, and the subdivision of the shares 
of the Company. 


Although net earnings were slightly lower at $9.3 
million, compared with $9.8 million in 1971 (due to 
the increased exploration activity), operating results 
were highly satisfactory. Total income increased 
11.7% to $53.4 million ($47.8 million in 1971), 
and cash flow increased 8% to $26.5 million ($24.6 
million in 1971). Production of crude oil and con- 
densate increased 3.5% to 33,529 barrels a day. 
Natural gas production at 57.8 mcf. a day, was up 
22.6% over 1971. 


During the year the Company commenced a sub- 
stantial drilling program in the north. Four wells 
in the Northwest Territories and Arctic Islands are 
presently drilling, and plans have been made for 
several more. The Arctic Islands operations are in 
partnership with another company. A well is planned 
in Newfoundland where the Company has, under an 
agreement, the right to earn an interest in a large 
area of oil and gas rights. 


Towards the end of the year, drilling was commenc- 
ed in what may become the deepest well in Canada. 
The Nose Creek well south west of Grande Prairie, 
Alberta, is located on a 155,000 acre block in which 
Union has varying interests averaging 50%. 


The Company extended its exploration interest into 
the minerals field, participating in surveys in the 
Yukon Territory and acquiring an interest in a num- 
ber of claims. The Company acquired a 50,000 acre 
lease in the Athabasca oil sands. No immediate 
development of this lease is planned, other than a 
core drilling program to provide additional informa- 
tion. This property was acquired with an eye to the 
future and an awareness of the growing shortage of 
energy fuels. 


Further encouragement was experienced in the re- 
fining and marketing operation, with substantial in- 
creases in both retail sales and commercial and 
industrial sales volumes. 


Capital expenditures in 1973 are expected to exceed 
the level of 1972. Approximately 30% of such ex- 
penditures will be directed to continued expansion 
in frontier areas of both hydrocarbon and minerals 
exploration, with the balance being invested in the 
Western provinces. 


In the 1971 report, mention was made of the grow- 
ing demand for energy fuels. The conditions there 
described have continued to exist. The result, so far 
as the oil and gas industry in Canada is concerned, 
has been to provide a market straining the capacity 
of production and transportation facilities presently 
existing. Industry is striving to increase productive 
capacity of presently producing fields and to enlarge 
pipeline throughput capacity. Industry is conducting 
exploration and drilling operations in the most re- 
mote parts of northern Canada, in the Arctic Islands 
and offshore. Considerable success has rewarded 
these efforts, but of course the reserves required 
to warrant installation of transportation facilities are 
of a very large order. The increased demand has 
resulted in somewhat higher prices for crude oil and 
the beginning of a move toward higher prices for 
natural gas. These better returns are urgently need- 
ed to support the increased expense of more exten- 
sive and intensive operations and the added cost 
involved in exploration in the more remote regions. 
Notwithstanding this urgent need, provincial govern- 
ments are increasing their royalty and tax claims 
upon production. Such levies will minimize the 
benefit to be received by industry from the increas- 
ed sales prices, restricting the funds available from 
within industry for increasingly necessary and ex- 
pensive exploration and drilling operations. So far 
as investment of new money is concerned, such 
operations will attract risk capital only if an ade- 
quate after-tax return is obtainable. Canadians would 
do well to reflect upon the effect these increases in 
royalty and tax have upon the economy in general; 
the reduced activity which may result will not be 
restricted to the oil industry, but will extend to a 
much wider field. 


In November, 1972, the shares of the Company 
were changed from $1.00 par value to no par value, 
and subdivided three for one. In order to ensure 
that shareholders would suffer no unexpected tax 
penalties arising from changes made by the Tax 
Reform legislation, a tax ruling was obtained as a 
preliminary step to this amendment of the share 
structure of the Company. 


The Company suffered a severe loss on the 30th of 
September in the death of James Irving Bell, its 
Treasurer, Comptroller and Assistant Secretary. Mr. 
Bell was most highly regarded by directors, officers 
and employees for his knowledge, efficiency and 
energy. He took an enthusiastic part in all Company 
activities and in many sports. He will be greatly 
missed by all in the Company and his innumerable 
friends outside. 


At its December meeting, the board of directors 
appointed J. L. Maclagan, C.A. to be Treasurer, 
Comptroller and Assistant Secretary. Mr. Maclagan, 
an employee for 16 years, was, prior to this appoint- 
ment, Manager of Accounting. 


The favourable results which the Company is able 
to report are due to the continued efforts of its able 
staff of highly skilled, conscientious and dedicated 
employees. The hearty and sincere thanks of the 
directors is extended to them. 


By Order of the Board 


Wi Teaia 


President 


February 12, 1973. 


Exploration 


The year just closed marked the planning and, with 
the onset of winter weather conditions, the com- 
mencement of the most extensive exploration and 
drilling program in remote regions to be undertaken 
by the Company. 


During 1972, Union participated in the drilling of 
40 exploratory wells in Alberta, British Columbia 
and the Northwest Territories. Of these, six were 
completed as gas wells. 


Exploratory Wells 


1972 1971 
Gross Net Gross’ Net 
OU eee eee (0) 6) 3 12 
GaSe 9 ss 6 29) 5 1.8 
DY hee ee ee, S4 E21 45 14.9 
TOTAL @ 2322233 0 14.8 53 1 


The year marked a_ significant acceleration of 
Union’s exploration in Canada’s frontier regions. 
In the Lower Mackenzie region, 80 miles southwest 
of Inuvik, the Union Amoco McPherson, a proposed 
14,000 foot Ordovician test, was drilled to a depth 
of 9,485 feet, and intermediate casing set at 8,/86 
feet before summer break-up. No potential reser- 
voirs were expected or encountered in the Devonian 
shale drilled at those depths. Drilling was resumed 
in December and is still in progress. At the end of 
the year, drilling of the Dome Union IOE Stony G-06 
was in progress. This is a planned 10,500 foot 
Ordovician test 25 miles north of the McPherson 
well. In the same region, seven miles south of 


Land Holdings at December 31, 1972 (Acres) 


Aklavik, a rig and supplies had been moved in to 
the wellsite of the Union Aklavik F-17 prior to the 
end of the year. The well, now drilling, is a proposed 
7,500 foot Ordovician test located on a 71,787 acre 
permit held 100% by Union. During the summer, 
access Surveys were completed in the northern 
Richardson Mountains, 90 miles west of Inuvik, in 
preparation for the drilling during the 1973-74 sea- 
son of one or more Devonian tests on Union’s acre- 
age there. 


In November, Union and its partners commenced 
drilling the Nose Creek 13-32, a proposed 18,000 
foot Devonian test, in the foothills of Alberta 55 
miles southwest of Grande Prairie. The well is being 
drilled on a large anticline on a 155,000 acre block 
in which Union holds a 50% interest. 


In December, the Company entered into an agree- 
ment under which Union will join in the drilling 
during 1972, 1973 and 1974 of three wells to earn 
an interest in acreage farmed out from Panarctic. 
The prospects are located on permits covering 
525,000 acres in Axel Heiberg and Amund Ringnes 
Islands in the northeastern Arctic Islands. Under 
terms of the farmout agreement, Union et al have 
options to drill three additional exploratory tests to 
earn interests in additional lands in the same region. 
Union will pay 40% of the exploration costs, acquir- 
ing a corresponding share of the interests to be 
earned under the farmout. The first of the three 
initial wells, the Panarctic et al Mokka A-02, a pro- 
posed 12,000 foot Permian test located on Axel 
Heiberg Island, is presently drilling. 


Reservations & Permits* 


Gross 
Alberta... 1,356,523 
British Columbia 1,360,422 
Saskatchewan 2,720 
Manitoba = 2 a 
N.W.T., Yukon, and Arctic Islands . 3,463,570 
TOTAL... 6,183,235 


Leasehold Total 

Net Gross Net Gross Net 
1,070,283 1,440,524 907,252 2,/97,047 1,977,535 
37,313 66,034 350,759 2,126,456 988,072 
3,880 405,186 209,582 407,906 213,462 
= 1,960 890 1,960 890 
1,870,569 466,415 237,562 3,929,985 2,108,131 
3,582,045 3,080,119 1,706,045 9,263,354 5,288,090 


*Approximately 50% of the area of each permit or reservation may be converted to leases 


During 1972, Union signed an agreement with 
British Newfoundland Exploration, Limited under 
which Union has options to earn interests in three 
blocks covering 2,470,000 acres in western New- 
foundland by drilling exploratory tests during 1973, 
1974 and 1975. The first well is planned for the 
summer of 1973. 


seismic surveys were completed covering 1,229 
miles on a variety of prospects in Alberta, British 
Columbia and the Northwest Territories. Surveys in 
the Territories included an additional program on 
the 471,000 acre option block 90 miles east of 
Inuvik mentioned last year. It is hoped that the 
results of this survey, which is still in progress, will 
warrant drilling operations in 1973. 


Petroleum and natural gas rights were acquired on 
729,000 acres at a total cost of $3,150,000. Another 
311,000 acres were acquired through farmout 
agreement or by filing. A total of 794,000 acres of 
exploration lands was relinquished — by surrender- 
ing after evaluation (576,000 acres), through farm- 
out agreements (98,000 acres) and through permit 
conversion (120,000 acres). 


On the basis of available core drilling, a 50,000 
acre Bituminous Sands Lease was acquired in the 
Athabasca oil sands area of northeastern Alberta. 
Further and more detailed core drilling is planned 
during the early part of 1973. 


Applications have been made to the Federal Govern- 
ment to file on large blocks of exploratory land in 
several frontier areas. These applications, along with 
those of others in the industry, are being held in 
abeyance by the Government. The applications, how- 
ever, will establish priority of entitlement in the 
event the Government decides to authorize explora- 
tion in these areas. 


Union participated with others in a field program of 
mineral exploration in the southern Yukon during the 
summer of 1972. On the basis of that work, inte- 
rests were acquired in mineral claims in the Tintina 
Trench region. This was Union of Canada’s first 
effort in mineral exploration. An expanded mineral 
field program is planned in the Yukon and North- 
west Territories during the summer of 1973. 
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Production 
DEVELOPMENT DRILLING 


The Company participated in the drilling of 51 
development wells, 35 in Alberta, 11 in British 
Columbia and five in Saskatchewan. Of the total, 
30 were completed for oil production, nine as gas 
wells, three as service wells and nine were aban- 
doned. The most important oil development program 
was the completion of six oil wells on 100% Com- 
pany properties at Red Earth in Alberta. This project 
of both infill and extension drilling will continue 
through the winter months of 1973 and will provide 
additions to reserves as well as a substantial in- 
crease in productive capacity. The most significant 
gas development was in the Dunvegan area of 
Alberta where new reserves established will con- 
tribute to production in 1973. 


Development Wells 


1972 1971 
Gross Net Gross Net 
Oil 30 8.2 31 10.7 
Gas . 3.6 5 15 
Service — i... 3 23 6 1.8 
by... r= 2 55 23 7.6 
TOTAL . 51 19.6 65 1.6 


CRUDE OIL AND CONDENSATE 


Net crude oil and condensate production averaged 
29,562 and 3,96/ barrels per day, respectively, or 
a total of 33,529 barrels per day. The total repre- 
sents a 3.5% gain over 1971 production. The in- 
crease is attributable to higher allowables from 
existing fields in Alberta, production from new 
drilling in 1972 and continued improvement in per- 
formance of Kaybob Plant No. 1. Gains in Alberta 
were partially offset by a continuing decline in 
British Columbia and Saskatchewan, although the 
rate of decline in British Columbia was partially 
arrested in late 1972. 


Continuing emphasis was placed on projects design- 
ed to maximize oil producing rates and ultimate 
recovery and to reduce operating costs. Efforts in 
this area include participation in unitization pro- 
jects, installation of enhanced recovery facilities and 


a a 
et. < oy 
aa : 
Go 


expansion of existing production and injection faci- 
lities to take advantage of higher allowables, as well 
as electrification and automated central control of 
various producing operations to provide economy 
through increased flexibility and productivity. A sub- 
stantial amount of time and capital will be devoted 
to continuing activity of this nature in 1973. The 
average wellhead price received in 1972 for crude 
oil and condensate was $2.71 per barrel, compared 
with $2.69 in 1971. Crude oil and condensate prices 
were increased by $0.10 and $0.20 per barrel, res- 
pectively, in November of 1972. An additional price 
increase of $0.20 per barrel was received for both 
crude oil and condensate in January, 1973. These 
price increases will have a substantial effect on 
earnings, since 89% of the Company’s production 
revenue will be derived from crude oil and conden- 
sate. However, the increases will be affected to a 
material degree by an approximate 27% increase 
in average royalty, or tax, on crude oil which the 
Company will pay to the Province of Alberta in 1973. 
Furthermore, it seems possible that other Provinces 
will announce plans for increasing their levies upon 
crude oil in 1973. Increased royalties and decreased 
processing allowances for condensate must also be 
anticipated. Finally, drilling and production costs 
continue to increase despite heavy commitments of 
effort and capital in attempts to maximize efficiency. 


Production of Crude Oil and Condensate 
(Average Net Daily Barrels) 


1972 1971 
Alberta 2... 16,296 13,541 
British Columbia = = 5,921 6,856 
Manitoba. 6.2 266 288 
Saskatchewan Ce 11,046 11,725 
TOTAL 33,529 32,410 


NATURAL GAS AND ASSOCIATED PRODUCTS 


Net sales of natural gas averaged 57.8 million cubic 
feet per day, up 10.7 million cubic feet per day, 
or 22.6%, over 1971. Increased gas sales resulted 
primarily from higher production levels at Kaybob 
South in Alberta and Clarke Lake in British Colum- 
bia. The average price received was 12.4 cents per 


thousand cubic feet, unchanged from 1971. The 
Company expects to receive, as a result of contract 
re-negotiations, improved prices for gas from cer- 
tain fields in 1973; however, improved revenues 
from this source may also, as in the case of crude 
oil and condensate, be reduced by anticipated in- 
creases in royalty payments and decreased pro- 
cessing allowances. 


Production of Natural Gas 
(Average Net mcf/d.) 


1972 1971 
Alberta wc. fa. 31,589 23,504 
British Columbia’) 2" i se enee. 23,120 19,322 
Saskatchewan ee Ge ee 3,085 4,302 
TOTAL 57,794 47,128 


PRODUCTION OF CRUDE OIL & 
NATURAL GAS LIQUIDS 


Thousands of barrels per day 


NATURAL GAS SALES 
Millions of cubic feet per day 


Natural Gas Liquids 


WW crude Oil 


63 64 65 66 67 68 69 70 71 72 


63 64 65 66 67 68 69 70 71 72 


Net butane and propane production increased from 
1,548 to 1,698 barrels per day. The average plant 
price received on sales was $1.31 per barrel, com- 
pared with $1.23 per barrel in 1971. 


Net sulphur production averaged 289 long tons per 
day, up 9.5% over 1971. Although 69% of sulphur 
produced was sold, world-wide over-supply condi- 
tions prevailed throughout the year, and prices re- 
mained at depressed levels. 


RESERVES 


The Company’s net proven developed and undevelop- 
ed reserves at year end, as calculated by its reser- 
voir engineers, are Summarized in the accompanying 
table. 


The developed reserves are the quantities that can 
be recovered through existing facilities. Undeveloped 
reserves are the volumes estimated to be recovera- 
ble from wells to be drilled on proven undrilled 
acreage, as the result of re-completion operations, 
and as the result of the installation of new facilities 
for fluid injection or gas processing. Reserves of 
heavy oil, such as in the Athabasca oil sands, are 
not included. 


- Net Reserves 


1972 1971 
Crude oil & condensate 
(bbls) ae 131,791,000 141,283,000 
Natural gas (mcf) 538,451,000 510,065,000 
Liquefied petroleum gases 
(DDIS)e 7 5,829,000 6,293,000 
Sulphur (long tons) . 1,115,000 1,190,000 


SUPPLY AND TRANSPORTATION 


The demand for Canadian crude oil and condensate 
has grown rapidly during 1972. In particular, the 
demand for condensate and the price of that pro- 
duct changed from a position of oversupply and 
depressed prices early in the year to demand in 
excess of supply and premium prices, in relation 
to crude oil, by year end. Condensate demand is 
expected to remain strong throughout 1973. Cana- 
dian crude oil production reached an estimated 1.5 
million barrels per day in 1972, a 13% increase 
over 1971. Production might increase a further 10% 
in 1973, but producing capacity and transportation 
facilities, rather than demand, may prove the limit- 


ing factors. In 1972 industry production of liquefied 
petroleum gases (LPG’s) increased by 38% to an 
estimated 150,000 barrels per day. Marketing of 
LPG’s, particularly propane, remained a problem 
until late in the year but changed rapidly in Decem- 
ber due to severe cold weather and natural gas 
shortage in the United States. It presently appears 
that the 1972-73 winter could prove a major turn- 
ing point in LPG marketing and may lead to sales 
terms more favourable to producers. 


The Company has an approximate 12% interest in 
Peace River Oil Pipe Line Co. Ltd. which transported 
an average of 162,000 barrels per day of crude oil 
and natural gas liquids in 1972, an increase of 36% 
over 1971. Throughput for 1973 is estimated at 
189,000 barrels per day. 


SPECIAL PROJECTS 


In January of 1969, Company offshore holdings 
in the Beaufort Sea were increased to a 50% 
interest in 557,000 acres by the acquisition of 
124,000 net acres of permit by the assumption of 
an obligation to perform exploratory work in the 
amount of $3,065,000. These offshore lands are 
very highly regarded as a result of geological and 
geophysical evaluation. The results of onshore drill- 
ing conducted by others since 1969 continue to 
enhance the prospects of the Beaufort Sea as a 
future oil and gas province. At the time of the land 
acquisition, knowledge of conditions in the Beaufort 
Sea had been acquired primarily by a search of 
existing literature. It was obvious that marine oper- 
ations in ice-infested waters would be difficult to 
cope with, but there was little precise knowledge 
available. Many private studies were initiated during 
1969, and in January, 1970, an industry organiza- 
tion was formed, the Arctic Petroleum Operators 
Association (APOA) of which Union is a member. 
Since January, 1970, the APOA has initiated 24 
projects, at a cost of approximately $2,000,000, 
directed specifically at environmental conditions and 
the feasibility of drilling in the southern Beaufort 
Sea. 


In December of 1971, Union and eight other com- 
panies, which had also undertaken exploratory work 
commitments in January, 1969, made a_ presen- 
tation to the Department of Indian Affairs and 
Northern Development, and requested approval of a 
drilling system design. Approval was not granted, 
and more information was requested. Accordingly, 
the original nine companies were joined by a tenth, 
and a Beaufort Sea Task Force was formed to deve- 
lop detailed technical documents to support the de- 
sign of a drilling system and proposed operating 
procedures. The Task Force began work on March 
1, 1972, and with the support of various drilling and 
marine consulting engineers developed a compre- 
hensive report which included a detailed description 
of the drilling and support systems and characte- 
ristics of the environment and defined areas re- 
quiring additional study. The report was presented 
to the government in Ottawa on June 29-30, 1972, 
with a request for approval of the system. Subse- 
quently, as a result of government requests, a Sup- 
plemental report and an oil spill action plan were 


provided in October, 1972. On December 6-7, 1972, 
a Government-Industry meeting was held in Ottawa 
to discuss offshore drilling in northern Canada. At 
the time of writing, approval of the system has not 
been granted. If approval is received by late 1973, 
it should be possible to construct the system and 
to commence drilling by the late summer of 1977. 


Refining 


The Company can again report an excellent on- 
stream operating record through 1972 at the Prince 
George Refinery. The refining units processed 2.3 
million barrels of crude oil and condensate. This 
reflects an average calendar day throughput of 
6,270 barrels, an increase in charge rate of 5.3% 
over the previous year. 


A highlight of this year’s refining operations was the 
manufacture and shipment of paving asphalts and 
road oils to meet a record seasonal demand of eight 
million gallons in the Prince George area. 


The Company maintained a very high standard of 
product quality control at the refinery to produce a 
full range of motor gasolines, diesel fuels, heating 
oils, paving asphalts and road oils. 


Marketing 


After consideration of the many new formats being 
employed by competitive companies to increase 
their share of the automotive gasoline market, Union 
elected to place emphasis on obtaining increased 
business through existing facilities rather than by 
countering competitive activity by rapid expansion 
of the established retail system or by entering the 
second-line discount market. 


Sales volume of petroleum products to all classes 
of trade was 72.5 million gallons for the year, an 
increase of 21% over the previous year. 


Union’s established pattern of providing attractive, 
well-designed service stations that are conveniently 
located for the motorist and efficiently operated by 
independent businessmen has attracted an increas- 
ing number of discriminating motorists. Retail sales 
through these outlets advanced to 14.7 million 
gallons during the year, an increase in business of 
Lilo. 
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Union’s marketing organization was enhanced this 
year by the Sparkle Girls. These intelligent and at- 
tractive young ladies, travelling in pairs, cooperated 
with the lessee dealers in their efforts to attract and 
serve the public. Their reports will provide valuable 
assistance in respect of the maintenance of stan- 
dards of housekeeping and appearance of the ser- 
vice stations and the provision of best possible ser- 
vice to our customers. 


Six new retail marketing units were placed in opera- 
tion during the year, and at year end the retail 
system had been expanded to 89 locations in British 
Columbia and Alberta. The Company plans to con- 
tinue the development of Union 76 franchises in new 
marketing areas during 1973. 


Employees 


The Company had a total of 371 employees at year 
end, an increase of 14 during the year. Payroll and 
benefit costs exceeded $4,500,000, an increase of 
8% over 1971. 


A recruitment program was carried out at major 
universities and technical schools to maintain liaison 
with professional and technical graduates and under- 
graduates. The Company gave practical assistance 
in the field of education by providing summer em- 
ployment to 28 undergraduate students. 


A major revision in the employee Retirement Income 
Plan was completed at year end, eliminating em- 
ployee contributions, with the Company assuming 
the full cost of the Plan. This amendment was con- 
sidered desirable in order to maintain the Company’s 
competitive position as an em- 
ployer. 


A fine record of employee 
safety was achieved through- 
out field operations. The 
Prince George Refinery mark- 
ed one year without a lost 
time accident. 

Employees are participating in a 
wide variety of community activities, 
many taking leading positions in 
response to company encourage- 


Peeper ee ae eae 
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men to become players — rather 
than just spectators — in commu- 
nity affairs. | 


Net earnings for the year, after provision for deferr- 
ed income taxes, were $9.3 million (65 cents per 
share), compared with $9.8 million (68 cents per 
share), in 1971. For comparative purposes, the per 
Share figures for 1971 provided herein have been 
restated to give effect to the three for one share 
split which took place in November of 1972. 


Cash flow in 1972 totalled $26.5 million ($1.84 per 
share), an increase of 8% from $24.6 million ($1.71 
per share), in 1971. 


A comparative analysis of income from all sources 
follows: 


1972 1971 

Sale of 

Crude oil $28,479,000 $27,496,000 

Condensate 4,529,000 4,356,000 

Natural gas 2,624,000 2,139,000 

Liquefied petroleum gases 950,000 639,000 

Sulphur 258,000 234,000 

Refined products 14,258,000 10,963,000 
Interest 800,000 383,000 
Dividends from non- controlled 

companies . 416,000 553,000 
Profit (loss) on sale of deen (30,000) (73,000) 
Facility rentals and service 

charges . : 642,000 863,000 
Sale of seismic ee 317,000 122,000 
Miscellaneous 164,000 115,000 


$53,407,000 $47,790,000 


Because of changes in certain product supply agree- 
ments during 1971, the amounts shown in the 1972 


accounts for refined product sales and for refining 
and marketing expense are not directly comparable 
with earlier years. 


Total expense for the year was $43.4 million, an in- 
crease of $6.4 million, or 17%, compared with 1971. 
Cash operating expense increased $3.7 million, 
or 16%, over the previous year. Non-cash expense 
for the year totalled $16.5 million, up 20% from 
$13.8 million charged to the accounts during 1971. 


Capital expenditures are summarized as follows: 


1972 1971 
Development . $ 4,489,000 $ 4,439,000 
Exploration 14,465,000 6,447,000 
Refining and marketing 660,000 1,705,000 
OWNGi oe a 521,000 248,000 


$20,135,000 $12,839,000 


Funds generated during 1972 were sufficient to 
provide for the above capital expenditures and to 
add $6.6 million to the Company’s working capital, 
which totalled $23 million at the end of the year. 


The Company has no liability for income taxes at 
the present time. Provision for deferred income 
taxes is made, however, as described in Note 3 to 
the financial statements. 


Financial statistics for the past 10 years appear on 
page 18 and 19 of this report. Per share figures for 
earlier years in that summary have been restated, 
for comparative purposes, to give effect to the three 
for one share split made in November, 1972. 
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and its wholly owned subsidiary 


December 31, 1972 
(with comparative figures at December 31, 1971) 


Assets 


Current Assets 


Cash 
Short term deposits 
Accounts receivable 
Inventories (Note 5) 
Crude oil, condensate, sulphur and refined products 
Materials and supplies 


Property, Plant and Equipment, at cost (Note 7) 
Less: Accumulated amortization, depletion and depreciation 


Other Assets 


Long term receivables 

Investment in non-controlled companies, at cost 
Operating and performance deposits 

Prepaid and deferred charges 


Approved by the Board of Directors 


1972 


$ 1,080,000 
19,365,000 
9,134,000 


2,048,000 
868,000 


32,495,000 
177,506,000 
57,332,000 
120,174,000 


540,000 
954,000 
781,000 


1,142,000 


3,417,000 


$156,086,000 


ee, ee 


1971 


$ 515,000 
11,907,000 
10,690,000 


1,518,000 
827,000 


25,457,000 
165,329,000 
48,514,000 
116,815,000 


580,000 
952,000 
664,000 
1,147,000 


3,343,000 
$145,615,000 


Director 


LOR Director 


Liabilities 


Current Liabilities 
Accounts payable and accrued liabilities 


Deferred Income Taxes (Note 3) 


Shareholders’ Equity 


Share Capital (Note 8) 


Authorized 
22,500,000 shares without par value 


Issued and fully paid 
1972 - 14,385,940 shares without par value 
1971- 4,793,710 shares of $1 par value 


Contributed Surplus 


Earned Surplus 


1972 


»- =. 9,501,000 
7,303,000 


4,819,000 


73,318,000 
78,137,000 
61,095,000 
139,232,000 
$156,086,000 


1971 


> , 9,071,000 
6,699,000 


4,794,000 
73,292,000 
78,086,000 
51,759,000 

129,845,000 
$145,615,000 


12 Year ended December 31, 1972 
(with comparative figures for 1971) 


Income 


Sales of crude oil, condensate, natural gas, liquefied 
petroleum gases, sulphur and refined products 


Other income 


Total income 


Expense 
Production 
Exploration 
Rentals on unproven lands 
Amortization of unproven lands 
Depletion 
Depreciation 
Dry holes and abandonments 
Refining and marketing 
General and administrative (Note 4) 


Total expense 


Earnings before provision for deferred income taxes 
Provision for deferred income taxes (Note 3) 


Earnings for the Year 
(per share — 1972 $0.65, 1971 $0.68, Note 8) 


1972 


$ 51,098,000 
2,309,000 
53,407,000 


7,719,000 
1,525,000 
1,413,000 
3,936,000 
1,629,000 
5,937,000 
5,001,000 
12,802,000 
3,455,000 
43,417,000 


9,990,000 
654,000 
$ 9,336,000 


1971 


$ 45,827,000 
1,963,000 
47,790,000 


7,414,000 
1,203,000 
1,381,000 
3,390,000 
1,641,000 
5,295,000 
3,497,000 
10,140,000 
3,088,000 
37,049,000 


10,741,000 
960,000 


S 9,761,000 


Year ended December 31, 1972 
(with comparative figures for 1971) 


Contributed Surplus 
Paid-in premium on shares issued 
Balance January 1 
Additions during the year (Note 8) 


Balance December 31 


Earned Surplus 
Net earnings retained in the business 
Balance January 1 
Add: Earnings for the year 


Balance December 31 


1972 


> /3,292,000 
26,000 


~ 73,318,000 


> 91,799,000 
9,336,000 
$ 61,095,000 


1971 


» 73,160,000 
132,000 


» 73,292,000 


$ 41,978,000 
9,781,000 


~ 91,759,000 


is 
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(with comparative figures for 1971) 


Source of Funds 


Sales of crude oil, condensate, natural gas, 
liquefied petroleum gases, sulphur and refined 
products, and other income 


Less: Expenditures for production, exploration, rentals on 
unproven lands, refining and marketing and for general 
and administrative expense 


Funds provided from operations 
Issue of shares (Note 8) 


Disposal of property, plant and equipment 


Employment of Funds 


Capital expenditures 


Net increase in other assets 


Increase in Working Capital 


Year ended December 31, 1972 


1972 


$ 53,407,000 


26,914,000 


26,493,000 
51,000 
272,000 
26,816,000 


20,135,000 
73,000 


20,208,000 
$ 6,608,000 


1971 


$ 47,790,000 


23,226,000 
24,564,000 
137,000 
147,000 
24,848,000 


12,839,000 
379,000 
13,218,000 
$ 11,630,000 


Notes to the Financial Statements 


Note 1 — Summary of Accounting Practices 


There have been no significant changes in the Company’s 
accounting practices during the year. 


The Company’s accounting practice in respect of expendi- 
tures related to exploration and production is outlined 
below. 


All such expenditures, with the exceptions noted, are charged 
to expense when incurred. 


The cost of drilling wells, the cost of acquisition of oil and 
gas properties, the cost of geophysical surveys and the cost 
of Pe ucton equipment and facilities are capitalized when 
incurred. 


Subsequently, 

— the cost of dry holes, and the cost of geophysical surveys 
which do not result in the acquisition or retention of 
lands, are charged to expense on an annual basis in 
accordance with the Company’s experience. 

—costs attributed to unproven lands, which include the 
cost of geophysical surveys which have resulted in 
acquisition or retention of lands, are amortized by 
charging to expense each year an amount calculated to 
write off these costs over the estimated period of reten- 
tion of the lands concerned. When unproven lands are 
surrendered, the accumulated amortization is reduced 
by the costs attributed to such lands. 

— costs of producing properties, including related geophys- 
ical costs, are charged to expense as depletion, which is 
calculated on a unit of production basis, using in the 
calculation total proven reserves, both developed and 
undeveloped. 

— costs of drilling successful wells and costs of production 
equipment and facilities are charged to expense as depre- 
ciation, which is calculated on a unit of production 
basis. The reserves used in this calculation are proven, 
developed reserves. Depreciation on general facilities is 
calculated on a straight line basis. 

Provision has been made for certain deferred income taxes, 

particulars of which appear in Note 3 


Note 2 — Principles of Consolidation 


The consolidated financial statements include the accounts 
of Union Oil Company of Canada Limited and its wholly 
owned subsidiary, Union Oil Holdings Limited. 


Note 3 — Income Taxes 


Under the provisions of the Income Tax Acts, each of the 
Company and its subsidiary company may deduct its drilling 
and exploration expenses from current income. Any excess of 
such expenses in any year may be carried forward to apply 
against future income. In addition, the Acts authorize capital 
cost allowances which may be greater than the corresponding 
depreciation recorded in the companies’ accounts. As a 
result of the application of these provisions, no income taxes 
were payable by either of the companies for 1972. 


At December 31, 1972, accumulated drilling and exploration 
expenses aggregating approximately $26,400,000 for both 


companies were carried forward for use in computing taxable 
income in future years. There remained at the same date 
approximately $25,400,000 of assets in respect of which 
capital cost allowances may be claimed. At December 31, 
1971, the comparable figures were approximately $31,200,- 
000 and $27,400,000. 


Under the provisions of the income tax reform legislation 
which came into effect on January 1, 1972, certain expendi- 
tures made since November 7, 1969, may be carried forward 
for use in calculating depletion which may be applied in 
determining taxable income after 1976. At December 31, 
1972, the accumulated amount of these expenditures, only 
3343% of which may constitute earned depletion, was 
approximately $36,900,000. 


Following general practice in the industry, the Company 
makes provision in the accounts for the amount of income 
taxes deferred by reason of the difference between income 
tax calculations and financial accounting practice relative to 
depreciable assets. The amount provided for deferred income 
taxes is $654,000 for 1972 and cumulatively $7,353,000. 


It is not considered appropriate at this time to provide for 
income taxes which are deferred by reason of differences 
between income tax calculations and financial accounting 
practice relative to drilling and exploration expenses. While 
this view conforms with general practice in the oil and gas 
industry and is accepted by accounting authorities outside 
Canada, it differs from the income tax allocation basis of 
accounting recommended by the Accounting and Auditing 
Research Committee of The Canadian Institute of Chartered 
Accountants, which would also make provision for income 
taxes deferred by reason of timing differences relating to 
drilling and exploration expenses. No provision has been 
made in the Company's accounts for income taxes which 
might be considered to be deferred by reasons relative to 
such expenses. If the deferred tax theory had been followed 
with respect to drilling and exploration expenses, earnings 
in 1972 would have been reduced by $2,400,000 ($2,240, 060 
in 1971), and the cumulative amount of ‘deferred income 
taxes in respect of such differences to December 31, 1972 
would have been $13,271,000. 


lf the deferred tax theory had been followed in respect of 
timing differences relating to both depreciable assets and 
drilling and exploration expenses, the total provision for 
deferred taxes which would have been required for 1972 
would have been $3,050,000 ($3,200,000 in 1971) and the 
cumulative amount of such provision at December 31, 1972 
would have been $20,620,000 ($17,570,000 at end of 1971). 


Note 4 — Remuneration Paid to Directors and Officers 


Statement required by Canada Corporations Act: 


(a) number of directors — five 
aggregate remuneration as directors — $2500 


(b) number of officers — seven 
aggregate remuneration as officers — $259,785 


(c) number of officers who are also directors — two 


Statement required by certain provincial Securities Acts: 
Aggregate direct remuneration paid or payable by the Com- 
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pany and its consolidated subsidiary to the directors and 
senior officers of the Company amounted to $262,285. 


Note 5 — Inventories 
Valuation of inventories is at or below average cost but does 
not exceed net realizable value. 


Note 6 — Commitments and Contingencies 

In accordance with relevant regulations, the Company has 
issued non-interest bearing demand notes which are on 
deposit with the governments of Canada and Alberta to 


Note 7 — Property, Plant and Equipment 


Unproven lands . 

Proven lands . i 
Exploration work in progress Bers 
Oil and gas wells and facilities . 
Gas plants and facilities . 
Marketing sites and facilities 
Refinery. ; 
Other facilities and equipment : 


Note 8 — Share Capital 


By Supplementary Letters Patent dated November 3, 1972, 
the Company’s shares were changed from $1.00 par value 
shares to shares without par value, and such shares were 
subdivided on a three for one basis. Accordingly, the Com- 


The following is a summary of shares issued during 1972: 


Issued for cash pursuant to stock options granted in 1970 
— $1.00 par value shares issued prior to share split . 
—no par value shares issued after share split . 

No par value shares resulting from change to no par value 


and subdivision pursuany to ats Letters Patent 


November 3, 1972 . 


At December 31, 1972, options which were authorized 
September 17, 1970, to purchase shares of the Company 
were held by certain employees in respect of 13,230 no par 
value shares, and by certain officers (one of whom is a 
director) in respect of 14,180 no par value shares. The option 
price is $10.65 per share (90% of the market price at the 
time of grant, and after giving effect to the three for one 
share split in November, 1972). Options may be exercised 
within 10 years from the date of grant. 


On December 8, 1972, options to purchase 25,825 no par 


guarantee the performance of exploratory work in respect of 
certain Crown oil and gas rights granted to the Company. 
These demand notes total $3,584,360 at December 31, 1972. 


The Company is contingently liable for the payment of 
principal (to a maximum amount of $2,725,000) and interest 
in respect of certain debentures of a pipeline company of 
which Union Oil Company of Canada Limited is a share- 
holder. The Company is advised that debentures in the 
amount of $1,000,000 were redeemed during 1972, reducing 
the principal outstanding to $14,000,000. 


at December 31, 1972 


Accumulated 
depletion, Net 


Gross depreciation investment 
investment and Net December 
at cost amortization investment 31, 1971 
$ 31,548,000 $ 5,092,000 $ 26,456,000 $ 22,199,000 
37,191,000 20,169,000 17,022,000 18,370,000 
2,679,000 — 2,679,000 1,064,000 
60,353,000 22,347,000 38,006,000 37,864,000 
15,980,000 4,682,000 11,298,000 12,221,000 
16,510,000 1,761,000 14,749,000 14,883,000 
10,173,000 2,436,000 7,737,000 8,181,000 
3,072,000 845,000 2,227,000 2,033,000 
$177,506,000. §$ 5/,332,000. $120,174,000" $116 815,000 


pany’s share capital now consists of 22,500,000 shares with- 
out par value, of which 14,385,940 shares were issued and 
outstanding as of December 31, 1972. Per share earnings for 
1971 have been restated to give effect to this share split. 


Credited to 
Number of Total Share Contributed 
Shares Consideration Capital Surplus 
830 $26,518 $830 $25,688 
2,320 24,708 24,708 — 
14,383,620 eae pit ate 
$51,226 $25,538 $25,688 


value shares of the Company were authorized to be granted, 
to certain employees in respect of 6,875 no par value shares, 
and to certain officers (one of whom is a director) in respect 
of 18,950 no par value shares. The option price is $18.00 
per share (90% of the market price at the time of grant). 
Options may be exercised within 10 years from the date of 
grant. No shares have been purchased under the options 
authorized December 8, 1972. 


The total number of shares optioned to directors and officers 
as at December 31, 1972, was 33,130 no par value shares. 


To the Shareholders of 
Union Oil Company of Canada Limited 


We have examined the consolidated balance sheet 
of Union Oil Company of Canada Limited and its 
wholly owned subsidiary as at December 31, 1972, 
and the consolidated statements of earnings, sur- 
plus and source and employment of funds for 
the year then ended. Our examination included a 
general review of the accounting procedures and 
such tests of the accounting records and other sup- 


Calgary, February 2, 1973. 


porting evidence as we considered necessary in the 
circumstances. 


In our opinion, these consolidated financial state- 
ments present fairly the financial position of the 
companies as at December 31, 1972, and the 
results of their operations and the source and em- 
ployment of their funds for the year then ended, 
in accordance with generally accepted accounting 
principles applied on a basis consistent with that 
of the preceding year. 


McDonald, Currie & Co. 
Chartered Accountants. 
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Per share figures for previous years have been restated for comparative purposes 
to give effect to the three-for-one share split in November of 1972. 


Financial (in thousands of dollars, 


except where otherwise specified) 


Income from all sources . 
Cash expense 


Cash flow from operations . 
Dollars per share . 
Non-cash expense : 
Provision for deferred income » taxes 


Earnings (loss) for the year 
Dollars per share . 


Non-recurring profit on sale of assets . 
Dollars per share . 


Working capital : 
Property, plant and equipment, met 
Investments and other assets 


Total assets employed . 
Loans and other liabilities 


Accumulated provision for deferred income taxes : 


Shareholders’ equity 
Dollars per share . 


Number of shares issued and outstanding 
(1972 no par, prior years $1 par) 


Number of shareholders 


Capital expenditures 
Development drilling ; 
Oil, gas and gas plant facilities : 
Exploratory drilling . 
Geophysical surveys . 


Acquisition of oil and gas properties and 
other rights and interests . 


Refining 
Marketing 
Other 


Total 


Operating 


Average net daily production 
Crude oil and condensate (bbls.) . 
Liquefied petroleum gases (bbls.) 
Natural gas (mcf) 
Sulphur (long tons) . 

Net proven reserves 


Crude oil and condensate (thousands of bbls.) . 
Liquefied petroleum gases (thousands of bbls.) . 


Natural gas (mmcf) . 

Sulphur (long tons) . 
Land holdings (thousands of net acres) 
Refinery throughput (bbls. per calendar ee 
Number of employees . j : 


* Proven developed reserves only 
** First full year of operation 


1972 


$ 53,407 
26,914 


26,493 
1.84 
16,503 
654 


9,336 
0.65 


22,994 
120,174 
3,417 


146,585 


7,353 


139,232 
$ 9.68 


14,385,940 
858 


33,529 
1,698 
57,794 
289 


131,791 
5,829 
538,451 
1,115,000 
5,288 
6,270 

371 


$ 


16,386 


116,815 
3,343 


136,544 


6,699 


129,845 


9:03 


4,793,710 


917 


$ 12,839 


32,410 
1,548 
47,128 
264 


141,283 
6,293 
510,065 
1,190,099 
5,019 
5,209 

357 


$ 


1970 


$ 40,703 


20,/73 


19,930 


1.39 
12,740 
1,050 


6,140 


0.43 


1,257 


0.09 


4,756 


117,946 
2,964 


125,666 


5,739 


119,927 
$ 


4,789,430 
1,041 


%.35 


$ 2,130 


3,412 
2,444 
3,009 


1,629 
127 
2,417 
798 


15,966 


31,920 
1369 
44,089 
241 


149,015 
6,428 
472,506 
1,240,613 
5,681 
5,143 
329 


$ 


1969 


$ 37,143 


17,112 


20,031 


£239 
12,180 
700 


7TADSL 


0.50 


755 


114,933 
3,567 


119,255 


2,040 
4,689 


112,526 
$ 


4,789,300 
1,037 


7.83 


$ 2,968 


3,202 
1,226 
ie cael 


3,858 
1,286 
4,618 

337 


19,106 


29,770 
392 
42,653 
206 


148,109 
6,686 
466,168 
LSE aS 
6,628 
5,720 

286 


1968 1967 
$ 30,896 $ 25,265 
14,223 8,133 
16,673 17,132 
1.16 1.19 
11417 10,279 
1,741 1,190 
3,515 5,663 
0.24 0.39 
(2,592) 8,083 
108,192 93,240 
3,764 2,785 
109,364 104,108 
3,989 2,248 
105,375 101,860 
$ 7.33 $ 7.09 
4,789,300 4,789,300 
1,212 1,310 
$ 5,276 $ 3,465 
12,039 1,592 
1,796 1,685 
1,914 3,331 
934 2,591 
337 6,125 
3,970 2,576 
158 170 
$ 26,424 © 21,535 
27,510 26,960 
55 a8 
36,496 25,915 
145,737 143,937 
6,765 6,759 
454,384 405,796 
1,278,279 1,241,202 
7,397 6,169 
4,061** 


234 191 


1966 


S$ 23,947 
6,994 


16,953 


1:19 
10,575 
(362) 


6,740 


0.47 


12,574 


62,213 
2,225 


97,012 


101 
1,058 


95,853 
$ 6.70 


4,768,050 
1,451 


$ 4,436 
2,680 
2,426 
1,633 


27,196 
1,893 
994 
110 


$ 41,368 


26,405 


24,028 


133,079 
jo) ba) 
403,274 
bDY,2/9 
DOL) 


133 


$ 


1965 


12,271 
3,451 


8,826 


0.82 
S037 
546 


2,743 


0.25 


12,087 


1,12 


13,939 


74,942 
1,986 


90,463 


$ 


23,367 
1,420 


65,676 


6.08 


3,600,600 
1,865 


So Fe 1 
1,426 
1511 

360 


1,554 
278 


103 


8,547 


12,030 


13,700 


127,483 
408 
367,879 
249,129 
5,825 


112 


(104) 
51,208 

773 

51,877 

167 

874 

50,836 

$ 4.71 


3,600,000 
2,272 


$ 2,182 
1,072 

839 

290 


1,409 


30 


9,745 


10,600 


52,988* 
Zio leo 
1,576 


83 


$ 7,478 


(12) 
50,064 
828 


50,880 
378 
423 


50,079 
$ © 4.64 
3,600,000 


2,096 


$ 3,272 
1,077 
1,105 

424 


2,331 


30 


8,230 


11,500 


45,278* 


266,112 


1,857 


79 
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Incorporated under the Laws of Canada 


Directors 


R. A. Burke 

Senior Vice-President, 

Union Oil Company of California, 
Los Angeles, California 


W. E. Farrar 
President, 


Union Oil Company of Canada Limited, 


Calgary, Alberta 


Fred L. Hartley 

President, 

Union Oil Company of California, 
Los Angeles, California 

C. F. Parker 

Senior Vice-President, 

Union Oil Company of California, 
Los Angeles, California 


James M. Tory, Q.C. 
Partner, 


Tory, Tory, DesLauriers and Binnington, 


Toronto, Ontario 


Officers 


Fred L. Hartley 
Chairman of the Board 


W. E. Farrar 
President 


G. P. Salisbury 
Vice-President, Exploration 


C. W. Dumett, Jr. 
Vice-President, Production 


J. C. Browning 
Vice-President, Refining and Marketing 


W. P. Taylor 
Secretary and General Counsel 


J. L. Maclagan 
Treasurer, Comptroller, 
and Assistant Secretary 


Head Office 
335 Eighth Avenue S.W., 
Calgary, Alberta 


Transfer Agent and Registrar 
The Royal Trust Company, 
Calgary, Montreal, Toronto, 
Winnipeg, Vancouver 


Subsidiary 
Union Oil Holdings Limited 


Stock Exchange Listings 

The shares of the Company are listed 
on the Toronto, Montreal, Vancouver 
and Calgary Stock Exchanges. 


The acquisition of shares of the 
Company is exempt from the 
application of the United States 
Interest Equalization Tax Act. 


Auditors 
McDonald, Currie & Co. 
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